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Environmental Quality Committee
Movember 12, 2013
Summary

Chair Stinnett called the meeting to order at 11:00am. Council Members Stinnett, Mossotti,

Gorton, Akers, Farmer, Scutchfield, Clarke and Lane were present. Council Members Myers and
Henson were absent.

Octbber 8, 2013 Committee Summary

Motion by Gorton to approve the October 8, 2013 meeting summary. Seconded by Clarke.
Motion passed without dissent.

Energy Investment Fund

Stinnett asked for clarification on the current fund balance. 0’Mara commented that the
money approved by Council was included in the number presented.

Mossotti asked what EECBG stands for. Bush stated Energy Efficiency and Conservation
Biock Grant.

Farmer asked about what the initial cost is (Mgt slide 10 year savings bullet). Bush stated
the cost to implement the change. Farmer asked about the DAC tune up. Bush said this is
where they sense that their control strategy for that building has changed or needs to be
reevaluated. Farmer asked for clarification on the green lights. Bush said we currently
lease them from KU to maintain. Farmer asked if the resources were available to purchase.
Bush stated that this was criginally part of the fund balance discussion but did not think it
was included. Farmer stated that we should absolutely purchase them.

Akers asked about the Dunbar windows. Bush said Parks requested $150K from fund
balance to replace the windows. He has not seen the quotes but feels they would replaced
with a more modern double paned window. Akers asked if they were funding the HVAC?
Bush stated that they are coordinating their efforts and will have to go through a bid
process. They do know that replacing it will improve efficieney in that building.

Lane asked the ideal criteria in the management sheet, specifically how we verify what the
costs of operating different components of a building are and what we will save. Bush
explained that there were four different methods ways, the first a whole building approach,
prescriptive, data logging or building simulation. |t depends very much on the project and is
one of the things decided up front. Lane asked if they were able to pull utility information
and how much information they were able to get from our current accounting system.
Bush said quite a lot and elaborated on some of the information received. Lane asked how
frequently they look at the operating cost on different buildings. Bush said he gets a
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monthly batch file from the utility companies on all 84 accounts monthly to review and
investigate as needed.

Change Order Amendment CAO 15R

Vernon Azevedo provided an overview of change orders, the current process and the

recommended modifications to CAO policy 15R. The Division of Water Quality recommends
the following approvals:

Tier 1: 5.0% Cumulative Contract Award
-RMP or Construction Manager -

Tier 2: 5.1% to 10.0% Cumulative Contract Award
-RMP/Construction Manager/Directors of DWQ & Purchasing

Tier 3: >10.0% Cumulative Contract Award or >51,000,000
-LFUCG Council

" Time Extension: RMP Manager and Director of DWQ

Mossotti asked if we could reduce the number of change orders if we didn't always choose
the lowest bidder for projects. Slatin commented con the bid process, stated that
approximately 95% of our bids are awarded to the lowers bidder but there are times when
they choose the hest value option, but disagrees that selecting the lowest bid results in
more change orders. Martin added that change orders are directly proportional to the
quality of the plans and specifications as advertised. There are occasions where companies
may attempt to low ball them, part of the review process is to identify huge outliers.

Lane stated that he didn't normally feel that he had enough information to approve the
basic contract or change orders because he was not part of the selection process. He tried
to base it on track record, etc. He feels that council does not receive a lot of details for
change orders that come Torward for approval. He thinks the policy is good. Suggested that
under item #1, would like the cover memorandum to be prepared by the person that drew

the original plans. He would also add that a copy of each document would be provided to
CMs.

in follow up to Mossotiil’s question, Akers asked if we are sure we include everything when
we create RFPs or RFQs so that the bids received are accurate. Vernon agreed with Charlie
that there is a direct relationship between the quality of bid documents, coniract
documents. The better job we do on design and management throughout the process
reduces the potential for change requests and change orders. Martin added that
sometimes it is not a factor of the quality of work that the design engineer did but a factor



of our desire (Council or Administration}. A sidewalk could be in bad shape so someone
asks, can you replace, add handicap ramp, etc. and solving additicnal probtems while we are
already there and results in a change order.

Scutchfield suggested that the updates be sent to Council periodically so that they did not
have several places to look {ontine, etc.). She asked if 10% was what other cities typically
lock at. Azevedo commented on what other entities do. The major difference between
others and Lexington, is that the Division of Water Quality is a division of government and
others are not, they are utilities who go to their governing body.

Clarke asked if this would apply to all change orders in the government, not just water
quality of consent decree. Hamilton said that the initial plan was to only do this for
remedial measures items. The reason being is that Internal Audit recently did an audit on
change orders and pointed out that we needed to strengthen what was being reported to
Council. They want to start here and see how it works before changing the change order
process for all of government.

Motion by Mossolti to support the Division of Water Quality recommendation on the

change order process for remedial measures only. Seconded by Scutchfield. Motion passed
without dissent.

Lane added that he is hopeful that his changes can be included but no motion was made for
this.

Climate Adaptation Follow Up

Scott Shapiro provided an update from the Administration on the presentation at the last
committee meeting where they were asked to look at the resilient communities of America
agreement. Shapiro said they met with several departments and it seems clear to the
Administration that it is not necessary to sign this agreement because the city seems to be
making very good progress in these elements. There is one section that requests the city to
take over something which we have no control over and they are concerned about that.
FEMA has guidelines that we are following currently.

Stinnett asked why it would not be appropriate to sign it if we are already doing it anyway.
Shapiro said there were some concerns over energy security, they asked for movement on
an issue that the city has no control over.,

Monthly Financials

Schoninger asked O'Mara about the Sanitary Sewers Construction Fund. it appears that
there is a negative balance. Is it safe to assume that a rate increase be proposed. O'Mara
stated that he would not assume that at all. They have been fortunate with grant funding,
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cash reserves and are working closely with Martin and his group on cash flow analysis. \We
do not want to borrow money or have rate increases until we have to pay the bills.

Stinnett asked for an update on the KIA loan process. Martin said he has been requesting
the loan documents from KIA and delivered commitment documents for three of the loans
yesterday. Council should see blue sheets on those very soon. The goal is to get the
binding agreement letters in place in time for the last meeting on December 10, 2013.

ltems Referred

There were no changes or additions to the items in committee list.

iotion by Gorton to adiourn. Seconded by Scutchfield, Motion passed without dissent.
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Lexington-Fayette Urban County Government
OFFICE OF BNTERNAL AUDIT

DATE: November 22, 2013
TO: Jim Gray, Mayor

ac Sally Hamilton, Chief Administrative Officer
-~ Charles Martin, Acting Commissioner, Environmental Qualicy 8 Public Works

William O'Mara, Commissioner of Finance & Administration
Steve Feese, Director of Waste Management
'Todd Slatin, Director of Putchasing;
Phyllis Cooper, Director of Accounting
Susan Steaub, Communications Director
Urban County Council Members
Internal Audit Board Members

FROM: Bruce Sahli, Director of Intemal Audit
Alicia Boyd, Internal Auditor

RE: Waste Management Expenditures Audit Follow Up Review

On Apnl 26, 2013, the Office of Intemal Audit issued a report on Waste Management
operating and capital expenditures for the fiscal years ended 2010 through 2012 and fiscal
year 2013 through Novernber 30, 2012, Included in that report were seven findings and
one risk observaton. As is customary, the Director of Waste Management and the
Commissioner of Environmental Quality and Public Works both responded o each
finding with an action plan. Likewise, the Director of Purchasing and the Commissioner
of Finance and Administration responded to the risk observation with an action plan.

On August 20, 2013, the Council’s Environmental Quality Committee met and requested
the Division provide additional follow-up responses to each finding. That document is
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included as Appendix A In addition, the Committee requested the Office of Intermal

Audit review each response and perform follow-up procedures to report on the progress
of comecting cach finding. The Committee requested these follow-up procedures
commence no later than October 31, 2013, We sampled expenditures for the Division

from the months of June and July 2013 when necessary to complete our follow-up
process.

This review is provided for management information only. It is not an audit and no
opinion is given regarding controls or procedures,

A summary of each finding and the risk observation from the original April 2013 audic
report, and a summary of the resuks of oar follow-up, is provided in the table below. The
original findings and risk observation, management’s original responses, and details of the

results of this follow-up are contained in the QRIGINAI, AUDIT RESULTS AND
FOLLOW-UP DE TAILS section of this report.

Finding # or Risk Summary of Original Finding Follow-up results
Observation ' '

Finding # 1 Five different types of Purchasing Policies | Waste Management
High Priority and Procedures violations were noted. purchasing

' _ coordmators have
received mstruction on
the updated SOP.
Some Purchase Crders
continued to be issued
after the invoice date.

Finding # 2 Expenditures Recorded in the Wrong | Waste Management
High Priority Fiscal Year. purchasing -
coordinators received
instruction on the
updated SOP. Some
FY 2013 mvoices
charged against
purchase orders created
in FY 2014 and applied
against 2014 budget.
Accounts Payable
indicates noticeable
improvement in this
area.
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Finding # 3
High Priority

Written Policy Needed ior Employee
Uniform Purchases.

Division now has a
written policy included
in the SOP but this was
not formally

communicated to
employees.

Finding # 4
High Prionty

Incorrect Use of 211-5 Disbursement
Request Form.

In compliance.

Finding # 5
High Prionity

Council Approved Account Coding Not
Consistently Followed,

In compliance,

Finding # 6
Moderate Prionity

Expenditures Charged to Incorrect Sub-
department.

Identified $71,700
charged to the
Materials Recycling
Facility that was
actually incurred for
refuse or yard waste
collections.

Finding #7
Moderate Priority

Uniform Allowance Not Repotted On
Employee W-2s.

Uniforms will be
treated as a fringe
benefit on the 2013 W-
2. The Uniform Policy,
ncluding the W-2

| reporting requirennent,

should be formally
communicated o
Waste Management
employees.

Risk Observation

Purchasing Procedures Allow Invoices to
Exceed Related Purchase Orders.

Procedures changed 1o
clanfy and provide an
absolute lower fimit to
mitiate change orders.
However, the change
Wwas 1ot commurticated

1o all employees.

200 East Main Street #  Lexington, KY 40507 o
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Original Finding # : Purchasing Policies and Procedures Violations Noted
Priority Rating: High

Conditton:

We tested approximately 180 Division of Waste Managennent expenditures and noted
numerous exceptions to Purchasing Policies 8 Procedures, including:

@ Three expenditures in 2010, nine expenditures in 2011, twelve expenditures in
2012, and five expenditures in 2013 had purchase orders dated after the invoice
date, indicating goods or services were ordered prior to the issuance of a

purchase order.

e Two expenditures in 2011 had purchase requisitions that were less in amount
than the purchase order and/ or invoice.

e Two purchase orders issued in 2012 were less in amount than related invoices.
For one expenditure, the vendor was shorted the difference and subsequently
paid through the use of another purchase order issued in the same year. For
the other expenditure, the vendor was shorted the difference and subsequently
paid through the use of another purchase order issued in the next fiscal year.
Additionally, the difference was recorded in the next fiscal year,

o  Two expenditures were charged against a purchase order created in the
subsequent fiscal year. See previous bullet, -

e In 2011, the suscharge on invoice from a vendor was not paid at all while on
another invoice from the same vendor it was paid.

Effect:

The exceptions noted above violate or circumvent LFUCG Purchasing Polices, and in
some instances resulted in late payments to vendors and partial payments crossing fiscal

years. Efforts to resolve these issues by Purchasing or Accounting create additional work
for the staff in those Divisions.

Recommendation:

The Division of Waste Management should consistently adhere to Purchasing Policies

and Procedures. Additional training for Waste Management saff having purchasing
responsibilities is also recommended.

‘The majority of these exceptions were from invoices dealing with a vendor regarding

~our uniforms. We had to use a State Contract dictated by Purchasing. All requisitions

DOHSEe
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were put on the system by April, their contract expired in May and renewed in June
with increased prices. We did not receive all of our orders and they are still deibbli
. This has been going on for two years. This resulted in purchase orders dated after
the invoice date to adjust for the price increase. Purchasing Coordinators worked
with Putchasing to compile the price increases on the purchase orders as compared to
the invoices. A lot of the exceptions were out of our control; however, DWM will
address this with the Purchasing Coordinators and mandate purchasing training,

We recently got approval for a new contract with a new uniform vendor, and this will
correct the problerm.

The surcharge was paid on the first invoice to a graphics vendor through
miscommunication but was discussed with Purchasing and it was not paid on the other
invoice. This was a mistake that will be corrected in the future. The person ordering this
exphined to the Purchasing Coordinator thas it should be paid. This has been exphined
by Purchasing and DWM management to the Purchasing Coordinator.

The emergency P.O.s were put on due to the equipment brealdown at the MRF. There is
a lot of expensive equipment at this location which is vital to operations that would result
n piling up of materials, losing revenue, and not being able to handle the loads coming in
to this tacility. When something breals down, it is impostant to fix the problem ASAP.

o

: CEiE ooy . g

Commissioner Moloney concurs with the recommendation. There were a lot of issues

with the order for employee uniforms that required deviations from normal procuremerr
processes.

We noted the guidelines for purchase coordinators included as Appendix B

report dated May 13, 2013, is now past of Waste Management’s official SOPs. The
Administrative Officer indicated the updated SOP was discussed with purchasing
coordinatois in May 2083 and again on September 9, 2013, Purchasing
Coordinators provided documentation validating the occurrence of the September
9, 2013 twaining discussion, Although the May 2013 training discussion was, for
the most paxt, not validated by the paymoll coordinators, the final result is that the
updated purchasing coordinator SOP is now complete and at least one training
discussion has occurred.
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However, testing of expenditures conducted for this follow-up noted that some
pmchase orders were still issued after the invoice date, indicating the goods or
services are ondered prior to the issuance of the purchase order.

Davision management should continue to monitor purchasing activities for
adherence to Purchasing Policies and Procedures.

Director of Waste Manage

Purchasing Coordinator Gmdehnes - Tlus has been distributed to all Purchasing
Coordinators and exphained in detail the issues that were identified in the Audit Report as
well as informing them to vse the intranet for the complete Purchasing Procedures.
Ongoing training will be reinforced with continual monitoring, particularly in May

emphasizing the importance of recording transactions in the correct Fiscal year. This has
been incosporated in the SOP.

I concurthh the response from the Dmsmnof \Xfaste emcnt

- Original Finding # 2: Expenditures Recorded in the Wrong Fiscal Year
Priority Rating: High

Condition:

We noted that multiple expenditures ‘across all fiscal years tested were recorded in the
wrong fiscal year when the vendor’s invoice date was compared with the accounting date
posted in PeopleSoft (the accounting date reflects the fiscal year in which the expenditure
is recorded). Under generally accepted accounting principles, expenditures should be
recorded in the fiscal year in which they are incurred. According to Accounts Payable
personnel, prior to fiscal year end a seres of emails are communicated 1o the Divisions
providing guidance on year end expenditures and posting deadlines. If a Division doesn’t

get documentation to Accounts Payable on time, the expenditure is not recorded in
PeopleSoft unul the next fiscal year.

Effect

Tf expenditures are not recorded in the proper fiscal year, liabilities due at June 30 are
understated and fund balance is overstated in the CAFR.

Recommendation:

The Division of Waste Management should consistently follow the procedures established
by Accounting for the year end expenditures process. We also recommend addwional
training for Waste Management staff having purchasing responsibilities.

200 East Main Suest © Lexingron, K'Y 40507 o (859) 425-2255 & wwwilexingtonky.gov
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Once agam, of excepnons doswzt’tl uniform orders. Division of Waste
Management (DWM) will call vendoss with outstanding invoices, and any problems will

be reported to managers. DWM will stress to Purchase Coordinators how important this
is and rectify the problem.

We noted the guidelines for purchase coordinators included as Appendi

report dated May 13, 2013, is now pait of Waste Management’s ofﬁcml SQPS The
Administrative Officer indicated the updated SOP was discussed with purchasing
coordinators in May 2013 and again on September 9, 2013. Purchasing
Coordinators provided documentation validating the occurrence of the September
9, 2013 training discussion. Although the May 2013 tmining discussion was, for
the most part, not validated by the payroll coordinators, the final result is that the

updated purchasing coordinator SOP is now complete and at least one training
discussion has occurred.

Testing conducted for this follow-up noted that some expenditures were recorded
in the wrong fiscal year when the vendor’s invoice date was compared with the
accounting date posted in PeopleSoft. In addition, we noted some expenditures
occurring in fiscal year 2013 were actually charged against purchase orders created
in fiscal year 2014 and charged against the FY 2014 budget. However, we were
informed by Accounts Payable management that Waste Managements

compliance with year-end accounting requirements had improved over that of
previous years.

We recommmend the Division work closely with Accounts Payable to ensure
consistent adherence with year-end Accoumnting Policies and Procedutes.

Purchasm G)ordmator Gu}de]mes - Thjs has been dismbuted to all Purchasing
(bordmators and explained in detail the issues that were identified in the Audic Report as
well as informing them to use the intranet for the complete Purchasing Procedures.
Ongoing training will be reinforced with continual monitoring, partculady in May

emphasizing the imporiance of recording transactions in the correct Fiscal year. This has

been incorporated in the SOP.
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ing Commnissioner of Environmenital Oy
1 concur

.' ...... Rtk

response from the Division of Waste Management.

Original Finding # 3: Whiticn Policy Needed for Employee Uniform Purchases
Priority Rating: High

“Condition: :

Depending on their job duties, employees in the Division of Waste Management may
receive uniforms every year and work boots every two years, Waste Management follows
an informal policy for uniform purchases, but this policy is not documented. We also

noted what appeared to be the purchase of uniforms in bulk, since no employees were
identified on the inveice or related Purchase Order.

Effect:

The absence of written procedures could result in Waste Management personnel being
inconsistent i following management’s directions and in fulfiling management’s
expectations. 'The absence of wiitten procedures also makes it more difficult to train

employees and hold them accountable for their performance. Bulk purchases may result
I unnecessary purchases.

Recommendation:

The Division of Waste Management should develop a written policy regarding the
purchase of employee uniforms. The policy should state how much is 1o be spent on
each employee based on position and job duties, and the circumstances for which
additional employee uniforms (if any) may be purchased. Uniform purchases for each
employee should be cleady tracked, either through an internal process or indicated on the
vendor invoice, to enable management to monitor and review the purchases for
appropriateness. Bulk purchases should be eliminated or otherwise closely monitored,

Director of W

vaste Manag ponse: .
A witten uniform policy was given to Purchasing last year, DWM has revised the policy
and will add it to the SOP and send a final copy to Purchasing,

Mutltiple PO’s were missing items from a uniform vendor. A Division of Waste
Management Staff Assistant created this (Purchase Requisition) in bulk due to DWM not
receiving all the items ordered from the uniform vendor, and the Division of Waste
Management Staff Assistant needed to get the items ordered and received before the end
of the Fiscal Year. Purchasing approved ordering the outstanding items through another
uniform vendor since LFUQG had a contract with them for Tishirts, and this other
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vendor agreed to honor the same price as the original uniform vendor. The Waste
Management Staff Assistant used the individual employee order forms to show as
supporting decumentation for each shirt ordered on the Purchase Order. She used the
individual order forms to disribute the outstanding items for each employee and had each
employee initial and date when they received the items. DWM keeps accurate records for

what each employee ordered and received with their signatures on a spreadsheet for both
unrforms and boots. '

Commuissioner Moloney concurs with the rec

f Environme

' WOI%S k25

endation.

B9

The Division of Waste Management’s uniform policy, included as Appendix C
was updated and included in the most recent official SOP dated August 21, 2013,
The Administrative Officer stated this policy was not formally communicated to
employees because this has already been the practice of the Division for some
time. The policy includes a note indicating uniforms will be treated as a fringe
benefit. The Division of Waste Management provided this policy to the Division

of Purchasing on October 4, 2013. The Division of Waste Management has

implemented procedures o track uniform purchases for each employee and

submit this to the Division of Accounting for W-2 reporting purposes. -
Expenditure testing conducted for this follow-up found no bulk purchases.

We recommend the uniform policy be formally communication to all Waste
Management employees. This communication should also cleady inform the

employees that their uniforms will be treated as a fringe benefit, which is 2 new
development. I

Uniform Policy has been created and distributed to Purchasing and Purchasing
Coordinators. This has also been incorporated into the SOP.

The procedures we use to track orders shows the invoice, the order form, and employee’s
signature that they received all items. Everything is matched and completed with the
employee signing a received sheet with the total amount of monies spent which will be
reported and sent to accounting in October of each year,

200East Mamn Swrest @ Lexington, KY40507 @ (859) 4252255 & wwwlenngronkygov
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Each year we send out a notice and post the information on public screen when uniform

sizing will begin. The employees are given an order form that indicates the total amount
they are allowed to use to cheose their uniform selection.

A sign in sheet has been given to Dispatch downstairs for each eligible employee 10 sign

and date that states that their uniform and boot allowance will be reported on their W-2 as
taxable income. _

Acting Com oero Quality & Public Works Response:
I concur with the response from the Division of Waste Management.

ng #4: Incorrect Use of 211-5 Disbursement Request Form
Priority Rating: High

Original Findi

Condition:

During our review of year-end transactions, it appeared only eleven payments were made
to a vendor in fiscal year 2012 when twelve payments should have been made. Upon
further inquiry, we noted that a 211-5 Disbursement Request Form was used for the
twelfth (June) payment. As noted on the “Using 2 211-5 Disbursement Request Forni”, a
211-5 cannot be used to pay invoices for the purchase of goods or services thar should
have been ordered using a purchase order. We were informed by Waste Management
personnel this approach may have been taken to pay the expenditure before the fiscal year

end. The expenditure was recorded in the proper fiscal year, but part of the expenditure
was chaiged to the wrong fund.

Effect:

The Landfill Fund may have an understated fund balance of approximately $108,000, and

- the Urban Services Fund may have an overstated fund balance of approximately $108,000
for Fiscal Year 2012

Recommendation:
The Division of Wasie Management should consistently comply with the policies
established for the use of the 211-5 form. The Director of Accounting will be notfied of

the accounting exror to determine if a prior period adjustment will be necessary for the FY
2013 CAFR.

Past of the expense was inadvertently charged to the Landfill, when $108,000 should have
been charged to Fund 1115 instead of Fund 4121. Error noted and exphined to
Purchasing Coordinator as well s the rules for using the 211-5.

200 Rast MainStrest @ Lexington, KY 40507 o  (859) 4252255 o wwwilexingtonkygov
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Commissioner Moloney concurs with the recommendation, It is our standard practice to
pay for solid waste disposal with the Landfill Fund and transportation of the waste to the
landfill with the Urban Services Fund,

Follow-Up Detail Resulis:

We noted the guidelines for purchase coordinators inchuded as Appendix
report dated May 13, 2013, is now part of Waste Management’s official SOPs. The
Administrative Officer indicated the updated SOP was discussed with purchasing
coordinators in May 2013 and again on September 9, 2013. Purchasing
Coordinators provided documentation validating the occurence of the September
9, 2013 training discussion. Although the May 2013 training discussion was, for
the most part, not validated by the payroll coordinators, the final result is that the

updated purchasing coordinator SOP is now complete and at least one training
discussion has occurred,

Expenditare testing conducted for this follow-up found no violation of 211-5
~ procedures, '

The $108,000 adjustment to reimbusse the Landfill Fund was made by Accounting
via Joumal Entry # 0000072087

No management response required.

Followed
Prionty Rating: High

Council Appmved- Account Codi

ig Not Consistently

Condition: .

Our testing ideniified one expenditure in 2010 and two expenditures in 2013 that were not
recorded in the specified fund and/or account as set forth in the related resolution as
approved by Council. For example, Council approved $40,000 to be charged to 1115-
303504-3552-75801 and $21,850 be charged to 1115-303502-3521-96455 for a particular
project, but the project expenditure was actually charged to 1115-303501-0001-71299.

We also noted one instance where goods were ordered prior to the Council Resolution to
accept the vendor’s bid. The vendor sale order date on the invoice was June 26,2012 and
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the final action of Council to accept the bid was July 10, 2012 The vendor mvoice
indicated goods would not be shipped undl informed by customer.

Effect

Failure to charge Council approved project costs to the appropriate fund and/or account
diminishes the ability to track the specific costs of such projects.

Recommendation:

Waste Management should ensure expenditures are recorded in the proper fund and
account i compliance with Council ondinances and resolumons Such expenditures
should not be incurred until approved by Council.

The ongmal n:quest was fllled out bya. staff member during the supervisor’s absence. The
request mcluded the chare string. DWM purchasing staff did as instructed on the request,
An Administrative Officer Senior in the Commissioner’s Office of the Department of
Environmental Quality and Public Works saw it for his approval and he sent an email to

change the account string as he felt the chart string was incorrect as it did not relate to the.

service requested. IDWM staff worked with Accounting to change the chare string.

Loan A Box containers were purchased because DWM had ran out of containers and
they had to be on contract or it would not have gone through Purchasing,

Bluegrass PRIDE invoices were not completed in DWM. These were completed by a

Program Manager Senior and Administrative Specialist Senior in the Division of
Environmental Policy. _

Connmssmner Moloney concurs w1th the recomrncndauon

Follow-Up Detail Resuts;

We noted the guidelines for purchase coordinators mciud;ed as Appendix B of this
repmt dated May 13, 2013, is now part of Waste Management’s official SOPs. The
dministrative Officer indicated the updated SOP was discussed with purchasing
coordinators in May 2013 and again on September 9, 2013, = Purchasing
Coordinators provided documentation validating the occusrence of the §eptember
9, 2013 training discussion. Although the May 2013 training discussion was, for
the most part, not validated by the payroll coordinatoss, the final result is that the

updated purchasing coordinator SOP is now complete and at least one training
discussion has occurred.
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Expenditure testing conducted for this follow-up did not identify any improper
account coding,

No management response required.

i ding # 6; Expenditures Charged to Incorrect Sub-department
Psmmty Rating: Modesate

Condition:

Our testing identified expenditures incurred for temporary labor in FY 2011 and FY 2012
that were charged to the wrong sub-department (e.g,, temporary labor incurred for Refuse
Collection or Yard Waste Collection was charged to the Material Recycling Facility). The
votals mcorrectly charged were $76,034 and $57,407, for FY 2011 and FY 2012
respectively. Management indicated the primary reason for this was budgetary limits, ie.

once a budgetary limit was reached the additional costs would be charged to another sub-
department.

Budget Ondinance 129-2005 states that annual expenditure budgets are adopted at four
control levels, one of which is operating accounts, and each Division Director has

13

33

authority 1o spend their budget in various ways as long as the overall budget isn’t ...

overspent. THowever, in our opinion recording costs in the wrong sub-department is not a
good practice as it negates the ability to correctly identify costs associated with a Division’s

sub-department (which essentially constitutes a program or cost center within that
Dhvision).

Effect:

For Divisions such as Waste Management that provides multiple services, recording costs
in the wrong sub-depariment prevents the Administration and Council from being able to
ascertain the actual costs incurred for each setvice.

Recommendation:;

The Division of Waste Management should request budget transfers when necessary so
service costs can be recorded in the proper sub-department. Council should consider

making this a budgetary requirement i order to track service and program costs within -

the varous Divisions.

200 East Main Streer ®  Lexingron, K'Y 40507 o (859)425-22585 =  wwwlexingtonky.gov
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- Direcforo pOTSE:

There was one entty of $76,100 that was paid out of the wrong section. 'This was

accounted for in the Division’s financial records. This will not happen again. Budget
transfers will always be made.

02

Commissioner Moloney concurs with the recommendation.

Expenditure testing conducted for this follow-up identified $71,700 in temporary
labor costs incurred during FY 2013 for refuse or yard waste collections that was
charged to the Materials Recycling Facility.

We recommend Waste Management request budget transfers to adjust their
budgetary control when costs are charged to unrelated sub-departments,

This has been discussed with all Purchasing Coordinators and will be monitored more
closely.

Acting sioner of Environmental Oualit
I concur

i with the response from the Division of Wast H

Original Finding #7; Uniform Allowance Not Reported On Employee W-2s

Priority Rating: Moderate

We contacted Payroll personmel within the Division of Fuman Resources and were
informed thar the issuance of uniforms and boots to Waste Management employees had

not been reported to them as a uniform allowance, and therefore is not being reported on
Waste Management employees’ W-2 Forms.

Generally speaking, clothing or uniforms are excluded from wages of an
employee if they are:

e Specifically required as 2 condition of employment, and

e - Are not wom or adaptable to general usage as ordinary clothing, for
exarnple a policeman’s or fireman’s uniform.

200 East MainStreet © Lexingron, KY 40507 ¢  (859) 425-2255 o wnwilexingtonkygov
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Effect:

This is a possible violation of IRS Fringe benefi: rules noted in IRS Publication 15,
Gireular E and Publication 15-B,

Recommendation:

Division of Waste Management should discuss with payroll whether the purchase of

uniforms for employees should be treated as a fringe benefic and included on the
employee’s W-2,

l |,’ INAZEn ent Response:

The Division was not aware of this reporting policy, bus has corrected it promptly. A
Dhvision of Waste Management Admnistrative Officer has contacted an Accountant
Senior the Division of Accounting to set up the proper reporting forms and obtain the
submission date for submitting the information, This will be completed and sent o

Accounting by the end of October each calendar year.

mmissioner of Environmental Quality & Pul

Commissioner Moloney concurs with the reco

The Division of Waste Management’s uniform policy, included as Appendix C,
was updated and included in the most recent official SOP dated August 21, 2013.
The Administrative Officer stated this policy was not formally communicated to
employees because this has already been the practice of the Division for some
time. The policy includes a note indicating uniforms will be treated as a fringe
benefit. The Division of Waste Management provided this policy to the Division
of Purchasing on October 4, 2013. The Division of Waste Management has
implemented procedures to track uniform purchases for each employee and to
submit this to the Division of Accounting for W-2 reporting purposes.

We recommend the uniform policy be formally communication to all Waste
Management employees. This communication should also cleady inform the

employees that their uniforms will be treated as a fringe benefit, which is 2 new
development.

Director of Waste Management :
A sign in sheet has been given to Disparch downstairs for each eligible employee to sign

and date that states that their uniform and boot allowance will be reported on their W-2 as
taxable income, :

me
h A
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As noted on page 26 of the 2009 Purchasing Manual, modification of information on a

purchase order is sometimes necessary. A change requester is issued to make the
following changes to a purchase order:

1. Increase or decrease the amount and/or quantity;
2. Modifythe description of goods or services; or
3. Cancel

A change request must be requested when the amount of increase exceeds 5% or $300 for
a purchase order line, not the entire purchase order amount.

We were informed by Division of Purchasing personnel that one primary reason for this
policy is to cover the cost of additional freight. We were informed that Divisions don’t
always remember to add freight to a purchase ordes, and in order to expedite the purchase
and payment processes, an acceptable variance policy was created. During the audit, we
noted several instances where the purchase order was less than the amount of the related
invoice, and in some instances freight cost was not cause. Although an allowable practice
under the current Purchasing Procedures, this weakens the effectiveness of the budget
encutnbrance process. In addition, allowing a five percent variation for a purchase line, or
in some cases multiple purchase lines, on the same purchase order could result in 2
significant difference’in the total amount of the purchase order when compared 1o the

mvoice.

We recommend the Division of Purchasing reconsider the benefits versus the risks of this
current policy. If it is determined that the policy should be retained, we recommend
consideration be given to specifying those instances in which it would be acceptable for

the invoice cost 1o exceed the purchase order cost, as opposed to the blanket language
current in place.

Director of § ,

Remm e language in the Purchasing Manual to the following to address
the potensial risk:

200 East Main Sweet ©  Lexington, K'Y 40507 o (859) 425-2255 o wwwlexingronky.gov
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A change request must be requested when the amount of increase exceeds 5% or $300 for
a purchase order line not the entire purchase order amount. A change order must be
requested when the entire amount of the change exceeds $1000 per purchase order.

mnssioner of Finance &

Comme _
Commissioner of Finance &

tration concurs

e Purchasing response.

Purchasing Manual language was changed on April 22, 2013 and reads as stated in
the Director of Purchasing Response. See Appendix . Shortly thereafter, the
Division of Purchasing held a meeting where this policy change was discussed.
The Division Director indicated that this Puschasing procedure change was not
formally communicated to all LFUCG employees having puichasing
responsibilities because the change was deemed insignificant.

We recommend the Division of Purchasing formally communicate changes to the
Purchasing Procedure Manual to all employees whenever they occur. We also
noted that the Purchasing Procedure Manual is dated March 2009, and we
recommend the revised date be included on the front of the Manual,

Director of Purchasing Responss
ornmunicated the

We ce

Divisions on November 62,

15 ! iy ZI. F 1N { ATTReRiES ¥ :SIB0
I concur with the Director of Purchasing response.
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APPENDIX A

Lexington-Fayette Utban County Government
DEPARTMENT OF ENVIRONMENTAL QUALITY & PUBLIC WORKS
Jan Geay :

Richard Moloney
Mayor Commisstoner
MEMORANDUM
To: Kavin Stinnelt, Chairman
Environmental Quality Commitiea
From: Richard Moloney, Commissioner ,f ir’?’d‘
Dapt. of Environmental Quality and Public Works
Date: September 10, 2013
Re: Foltow-up on Audit of Expendilures at Div. of Waste Management (DWM)

At the August 20, 2013 meeting of tha council's Environmental Qualily Committes, there was a request made to
have follow-up on the division's response to findings from a recent audit at the DWIM. 1 write In response to this
request and will address each of the findings in order.

Findinge #1 and #2 included a recommendation for more training for purchasing siaff at the DWM. Written
guidetines for purchasing coordinators are naw part of the DWM standard operating procedures (SOPs) (see
pages 16-17), Training for the staff ocourred on May 13, 2013, The staff are Tracey McEiroy, Ruby Phillips, and
Cassandra Bunton. The training was administered by Laura Boorn, Administrative Officer for DWM.

Findings #3 and #7 ldentified the need for a poficy about purchases of employee uniforms. This policy has been
developed and is now part of the DWM SOPs (see pages 18-19).

Finding #4 relales to the use of the 211-5 protess for purchases. The guidance for proper use of this

procurement option has alsa been incorporated into the SOPs (page 17) and stalf have been counseled on il
USe. .

A second cancern described in Finding #4 relates 1o a particular invoice for wasta disposal and the fund chosen to
pay for the expense. 1t is customary to pay for expenses related 1o sofid waste colfection (including transport i
the landfil) from the Urban Services Fund (PeopleScft Fund Code $115) and to pay for expenses related to
disposal of waste from the Landfill Fund {Fund Code 4121} In this Instance, the Tl) cost for the invoice under

review was paid out of the Landiill Fund, causing an overstated fund batanca for the Urban Services Fund, and an
understated fund balance for the Landfill Fund,

After some internal discussion, we have asked the Depl. of Law fo examine the sxtent to which this customary
manner of splitting expenses is necessary. In other words, we are axamining f LFUCG has letitude, legally, 1o
pay far overall solid waste management expenses (collection, disposal, efc.) from the Landfit Fund. The pertinent
grdinances are Ord, No. 138-95 and 126-87. Though this issue is presently under raview, | havs neverthaless
sent a request {o the Commissioner of Finance to make a transfer from the Urban Services Fund to the Landfil
Fund to correct for the fund balance concerns staled in the audit.

2(H) EHast Main Street ° Lexington, KY 405307 ° (859) 425-23255 ® www.lexingtonky.gov
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APPENDIX A, Cofi

DWM Audit Foliow-Up
Page Two

Findings #5 and #6 concern the use of proper avcounting, speclfically as it relates {o the funding specified In
council resolutions. These issues wera covered in the fraining for purchasing staff, and are addressed in the
division's SOPs. Going forward, the Commissioner's Office will also address this issue through the standard
PeopleSoft approval process for requisitions. Specifically, the Commissioner's Office will check each resolution,

and the backup correspondence provided in Legistar, to make sure the council-approved accounting in the
resolution matches tha requisition’s accounting in PaopleSofi.

i baliave through proper iraining and follow-thraugh, we can aveid future problems of this nature. To this end, the
Departiment of Finance has offered to help us with a “refresher course” on various purchasing and budgeting

procedures in the coming months. i you should have any further questions about the audit, or our response,
please don't hasitate io contact me,

e Sally Hamilton
Willism O'Mara
" Stave Feese
Todd Siatin
Phyllis Cooper
Bruce Sahli
Alicia Boyd

Attachment:  DWM standard operating proceduras

200 Hast Main Strcet - Lexington, KY 40507 o {B59) 425-2355 e wwwlesingtonky.gov
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ARPPENDI¥Y B

All Purchase Coordinators are responsible for coordinating the purchasing activities and ensure

compliance of the purchasing regulations for their respective sections for the Division of Waste
Management. '

Responsibilities of the Purchasing Requester:

1. Enter requisitions in a timely manner.

2. APurchase Requisition Request Form will be filled out by the requestor, submitted to the
Administrative Officer, if approved by Administrative Officer this form will be submitted
to the Purchase Coordinator to process to ensure that requisitions are entered completely
and correctly. (Form is attached). Every employee has this form on their computer to
submit their requests. Any questions or concerns should be directed to the
Administrative Officer and/or Director. -

3. Budget checking and submitting requisitions into workflow will be approved on work list
by Administrative Officer, Division Director, and Commissioner.

4. . Review and adhere to Year End Closing Procedures provided by Central Purchasing.
Contact all vendors that have outstanding invoices in order to get expenditures recorded
in the correct fiscal year. Inform Administrative Officer of any problems that would need
to be resolved to complete this task.

5. Onall requisitions that involve Council approved project costs that conclude with a

resolution, in the description box the Resolution aumber and chart string will be included
on every requisition submitted to purchasing.

40



AFPPENDIY B, Co Nt

o The 211-5 Disbursement Request Form (211-5) process is primarily to

facilitate payment for goods and services when a PO or Procurement card is
not needed or cannot be used.

e Hxamples of acceptable use of a 211-5 include:
o Reimbursement of employees for travel related expenses and other
reimbursements provided by policy and/or contract,
o Purchase of permanent and temporary easements

o Payments fo citizens including rent/utility assistance, landfill or sewer
user refunds

o Payments using NDF monies,

o Payments that include retainage (These projects still require using the

PG/Receipt process, but a 211-5 will be required in order to process the
retainage correctly)

e A 211-5 cannot be used fo pay invoices for the purchase of goods and
services that should have been ordered using a PO

o (Contact the Division of Accounting at 258-3319 if you have any questions.

fMote: The 213-5 Form con be found af

R:\FORMS\Finance & Budget Forms\211-5 Revised Sept 2012



APPENDIY ¢

STANDARD OPERATING PROCEDURES FOR THE DIVESION OF WASTE MANAGERENT

Hi. UNIFORM

| POLICY FOR WASTE MA

All civil service personnel in the Division of Wasie Management, excluding the
director, program managers, operations managers, administrative officer,
administrative specialist, administrative specialist senior, staff assistant, staff
assistant senior and other administrative staff personnel, are required (o0 wear
clothing and work shoes provided by the Division. Furthermore, any
Administrative personnel, including Supervisors and Supervisor Sr. who do not
perform job duties outside the office on a routine basis are not eligible for a

uniform allowance unless a shown need is approved at the discretion of the
Director of Waste Management.

Newly hired employees wiil be allowed to order an initial supply of uniforms not
to exceed $225 and boots, in addition to uniforms, after they have served their six
(6) months probation petiod. For safety reasons, if a new hire’s six (6) month
probation date falls outside six (6) months before the division places their boot
orders, new employees will be eligible to order boots as opposed to having to wait
on the-division as a whole, Uniform and boot selections are predetermined by the
Director and Program Manager Sr. Every-two years; boet selections are determined
and approved collectively through the Director, Program Manager Sr.,
Administrative Officer and a LFUCG Purchasing Agent. Until uniforms and/or
boots arrive, new employees are required to provide their own clothing and work
shoes, and they must be suitable for performing the requirements of the position

for which they were hired. This shall establish the “required uniform” standard for
each employee to maintain thereafter.

After initial issue, each employee will be assigned an annual uniform allotment of

$225 for regular employees and $250 for ficld supervisors, based on the approved
~ annual budget for clothing and supplies. Employees must maintain, at ali times, the
required uniform compliment to ensure they present a neat and presentable
appearance while at work, Employees must use their uniform allotment to replace
all seiled or torn clothing from the required uniform group.

Employees that have a full wardrobe of required uniforms in good and usable
condition can select to use their allotment for boots from the selections provided by
the Division for that year. It is required that the shirt, sweatshirt, and jacket that
become the layer seen by others displays the Division name and/or the LFUCG
seal.

Page 1868 38
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APPENDIX ¢, ConT-®

STANDARD OPERATING PROCEDURES FOR THE IMVISION OF W;{STE RIANAGEMENT

Employees are required to wear work shoes that meet ali safety requirements set
forth by OSHA and the Division. The selected shoe/boot must be constructed of
~quality leather or synthetic uppers, at least 6” tall, have non-skid soles, resist
penetration by objects, absorb impact shock, compression protection, water
resistant and electrically conductive. Work shoes shall be “steel toe” based or have
an equivalent safety rating. Shoes that are forbidden to be worn include, but are

not limited o, tennis shoes, gym shoes, running shoes, or any other type of athletic
footwear even if the shoe claims to be steel toed or a “safety shoe”,

Since monies are provided by the LFUCG for the purchase of uniforms and work
shoes, employees are required to wear the uniforms at all times while at work,
excluding assignment at LFUCG sponsored special activities that allow for a
different fevel of dress to be wom. Employees are expected to keep the uniforms

clean and in good repair so they present a neat and presentable appearance while at
work. e '

The division director, program manager sr., operations managers, and
administrative staff are responsible for providing their own clothing and shoes at

their own expense. All clothing and shoes worn shall be presentable and suitable
for the work/office environment. -

All specifications listed in this statement are o be considered as guidelines and are
subject to change without notice at the discretion of the Division Director.

PLEASE NOTE: The allotment given to the employee for uniform and boot allowance will
be treated us a fringe henefit and will be included on the cmployee’s W-2.

Page 190f 39



APPEND I D

Modification of information on a purchase order i
issuied to make the following changes fo a purchass order:

1. Increase or decreass the amount andfor gquantity;
2. Modily the description of goods or services; or
3. Cancal

A change request must be requesied when the amount of increase excesds 5% o $300for &
purchase order line not the entire purchase order amount. A change order must be requested
when the entire amount of the change exceeds $1000 per purchase order.

A change order is not required i the change is a decrease unless the original request for purchase
raceived Councit action, if 50, the decrease in cost will need Council approval via the administrative
review (blue sheet) process. A change request to decrease a purchase order may be requested in
order to retum funds not needed o pay the purchase order ic the budget of the requesting agency.

Any change fo a purchase order that increases or decreases the contract amount for construction

or professionat services confracts that have been approved by Council requires a change order to
also be approved by the Urban County Council.

Changes to accounting information cannot ba accomplished with & change reguest  Contaect the
Exvision of Accounting for the process required to comect accounting information

A change request cannot be used fo change the vendor shown on a purchase order. it is
necessary fo change the vendor, contact the buyer on the purchase order as they may be abie to

igsue a new purchase order using the existing requisition or process a change request fo cancal
the: purchass order and then enter a new requisition to the comract vendor. :

The change request will enter workflow for deparimental approval and then will automatically be

sent to Central Purchasing for appropriate buyer to process. Central Purchasing will issus a
changs order,

28

¢ somelimes necessary. A change request ie
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Fund 4002 Sanitary Sewers Operating Fund
Revenue & Expenditures Statement
Year to Date Through Dec 31, 2013

FUNDS 4002-4004:

Unresiricted Fund Balance 6.30.13%0 M

Capital Reserves

60.7 M

Criginal Amended YTD Through Remaining Percent

Title Budget Budget 1213112013 Budget Coliected/Used
Revenues:
Charges for Services 45 275,900 45,275,900 24 505,072 20,770,828 54.1%
intergovernmental Revenue 484,200 484,200 6,862,085 -6,377,889 1417.2%
investment Income (non-op) 400,000 400,000 -280,467 680,467 ~-710.1%
Other Income 20,000 20,000 22,299 -2,299 111.5%
Transfers In 0 295,448 295,448 0.0%
Total Revenue 46,180,100 46,475,548 31,108,993 15,366,555 £66.9%
Expenses:
Personnel 12,435,040 12,554,365 4,737,348 7,817,017 37.7%
"Operating Expenses 25,300,970 25,626,880 9,704,844 15,921,246 37.9%
Capital 6,327,650 6,896,000 583,202 6,312,798 8.5%
Total Expenditures 44,063,660 45,077,255 15,025,494 30,051,761 33.3%
Net Difference ) 2,116 440 1,398,293 16,083,498
FY Available Fund Balance 0 0

2,116,440 1,398,293
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Fund 4003 Sanitary Sewers Construction Fund

Revenue & Expenditures Siatement
Year to Date Through Dec 31, 2013

Criginal Amended YTD Through Remaining Percent

Title Budget Budget 1213112043 Budget  Collected/Used
Revenues: :
Charges for Services 293,593 293,593 0.0%
Investment Income {(non-op) 123 123 0.0%
Other Financing Scurces 25,000,000 25,000,000 25,000,000 0.0%
Total Revenue 25,000,000 25,000,000 293,716 25,293,716 1.2%
Expenses: :
Operating Expenses 3,345,000 11,812,434 1,451,750 10,360,684 12.3%
Transfers 230,703 230,703 0.0%
Capital 40,252,830 83,140,065 11,097,664 71,142,401 14.4%
Total Expenditures 43,597,830 95,183,202 13,449,414 81,733,788 14.1%
Net Difference -18,597,830 -70,183,202  -13,155,698
FY Available Fund Balance 0 o -

-18,597,830 -70,183,202
FUNDS 4002-4004: :

Capital Reseives 60.7 M



Fund 4051 Water Quality Operating Fund
Revenue & Expendiiures Statement
Year to Date Through Dec 31, 2013
. Original Amended YTD Through Remaining Percent

Titie Budget Budget 1213172013 Budgst CollectedUsed
Revenues:

Charges for Services 11,500,000 11,500,000 6,548,467 4,951,533 56.9%
Fines and Forieifures 14,000 14,000 28,612 -14,812 205.8%
investment Income (non-op) , -62,680 -62,680 0.0%
Other Financing Sources 2,100,000 2,100,000 2,100,000 0.0%
Other Income 4,800 4,800 1,121 1,121 0.0%
Total Revenue 13,618,800 13,618,800 6,515,720 6,975,162 47.8%
Expenses:

Personnel 4,414,650 4,328,020 1,761,050 2,568,970 40.7%
Qperating Expenses 7,403,980 4,822,200 1,814,555 3,107 845 36.9%
Capital 3,855,400 347,688 50,519 297,169 14.5%
Total Expenditures 15,674,030 9,597,908 3,626,124 5,971,784 37.8%
Met Difference -2,055,230 4,020,892 2,889,696

FY Available Fund Balance Q 0 ‘

-2,055230 4,020,892

Unrestricted Fund Balance
6.30.13 6.1 M



Fund 4052 Waier Quaiﬁty Construction Fund
Revenue & Expenditures Statement

Year to Date Through Dec 31, 2013
Original Amended YTD Through Remaining Percent

Title Budget Budget 1213112013 Budget Collected/Used
Expenses:
Operating Expenses 6,136,417 583,039 5,653,378 9.5%
Capital 3,655,331 348,880 3,306,451 9.5%
Total Expenditures 0 9,791,748 931,919 8,859,829 9.5%
Net Difference 0 -9791,748 -931,919
FY Available Fund Balance 0 0

0 -9,791,748

Unrestricted Fund Balance
6.30.13 61 M



Fund 4121 Landfill Operating Fund

Revenue & Expenditures Statement
Year to Daie Through Dec 31, 2013

Original Amended YTD Through Remaining Percent
Title Budget Budget 1213112013 Budget Collected/Used
Revenues:
Charges for Services 6,704,530 6,704,530 3,425,391 3,279,139 51.1%
Investment Income (non-op) 1,337 1,337 0.0%
Other Income 222,000 222 000 114,860 107,140 51.7%
Total Revenue 6,926,530 6,926,530 3,541,588 3,387,616 51.1%
Expenses: o
Personnel 748,690 . 748,690 300,603 . 448,087 40.2%
Operating Expenses 5,491,580 5,623,210 2,020,973 3,602,237 35.9%
Transfers 200,000 200,000 160,000 100,000 50.0%
Capital 1,040,000 1,678,102 36,569 1,641,533 2.2%
Total Expenditures 7,480,270 8,250,002 2,458,145 5,791,857 29.8%
Net Difference 553,740 1,323,472 1,083,443
FY Available Fund Balance 0 0

-B663,740  -1,323,472

Unrestricted Fund Balance
6.30.13 145 M
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